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Suite 1700

February 8, 2017

Mr. Richard R. Schrubbe

Director, Corporate and Benefits Accounting
Xcel Energy Inc.

414 Nicollet Mall

Minneapolis, MN 55401

Subject: 2017 Benefit Costs and 2018-2022 Benefit Cost Estimates

Dear Rick:

Attached are 2017 costs and 2018-2022 budget estimates based on the final year-end 2016 asset values
and disclosure assumptions described in our February 3, 2017 letter. Workers Compensation and Long-
Term Disability results are preliminary and will be finalized in May.

SUMMARY OF KEY RESULTS
The key changes from our forecast originally provided on May 13, 2016 are as follows:

m Benefit Costs reflect final 2017 assumptions:
_ Discount rates decreased approximately 0.53%, on average, from the 4.66% average assumption
used in the May 13, 2016 estimates to 4.13% at December 31, 2016.
_ Career average salary scale assumption decreased from 4.00% to 3.75%
- Mortality assumption reflects additional data through 2014 which generally lowered the rate of
mortality improvements
m  Contributions have been increased from $125 million per year to $150 million per year
w Actual 2016 pension asset returns were 6.06% compared to an expected return of 6.87% and actual
retiree medical asset returns were 4.73% compared to an expected return of 5.80%.
m Participant data has been updated to reflect known status and pay changes through November 30,
2016, expected December 2016 retirements, and benefit distributions related to the 2016 deferred
vested participant lump sum offering.

Benefit Cost Results (prior to regulatory deferrals)

Costl(Income) ~ 2017 Cost 2017 Cost

($inMillions) 2016 Actual May 13, 2016 Estimate February 8, 201 i
Qualified Pension Plans? $120.6 $114.7 $122.4
Nongqualified Pension Plans® 7.9 6.2 6.8
Retiree Medical & Life Insurance Plan (3.8) (4.4) (2.8)
Workers’ Compensation 1.1 0.5 0.9
Long-Term Disability (0.7) 0.6 1.0
Tota! “_$125.1 ' $117.6 $128.3

Discount Rate  4.34%-4.73% 4.34%-4.73% 3.95%-4.25%

 Workers Compensation and Long-Term Disability costs are preliminary, final results will be provided in May.

2 Qualified Pension Plan costs reflect the assumption that NSP-MN and Xcel Energy Nuclear costs are determined under the Aggregate
Cost Compensation Method. No additional regulatory deferrals have been reflected. See Exhibit VI for additional details.

3 Includes 2016 settlement charge related to Mr. Connelly's payments and anticipated 2017 settlement charge related to expected
payments of $3.0 miliion.

8400 Normandale Lake Boulevard
Minneapolis, MN 55437
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The following provides a reconciliation of cost (prior to regulatory deferrals) between the estimated 2016
cost provided in our May 13, 2016 letter, the 2017 budget estimates provided in our December 6, 2016
PTAC presentation and the 2017 costs provided in this letter ($ in millions):

Non- Workers’ Long
Qualified  qualified Retirece = Compen- Term

Pension! Pension’  Medical sation  Disability

Estimated demographic eipenence 1.9 06 04 0.0 29
Decreasse sglary increase (3.4) 0.1) 0.0 0.0 0.0 (3.5)
assumption

Extend “greater-of’ for NSP

bargaining contract 0.3 4.0 0.0 a0 g.0 038
Mortality assumption (2.9) (0.1) (0.6) 0.0 0.0 (3.6)
Updated retiree claims and participant

aonifbtlans® 0.0 0.0 1.3 0.0 0.0 1.3
Discount rates® 9.8 0.1 0.9 0.5 0.5 11.8
Estimated 2016 asset performance® 2.9 0.0 (0.3) 0.0 0.0 1.9
Pension contributions increased from

$125M to $150M (1.0) 0.0 0.0 0.0 0.0 (1.0}

i
(Dec 2 B
Final demographic experiencea 3.5 0.1 (0.2) 0.0 0.0 34
Final discount rates (1.0) 0.0 (0.1) (0.1) (0.1) (1.3)

Final asset returns

| (Feb

'Qualified Pension results reflect the assumption that NSP-MN costs and Xcel Energy Nuclear costs are determined under the

. Aggregate Cost Compensation Method. No additional regulatory deferrals have been reflected.

? Estimated impact of updated participant status and compensation data through September 30, 2016, with the primary factors being
fewer deaths than expected and 2016 compensation approximately 0.4% larger than expected.

*Increase assumptions reduced by 0.256% at each age for nonbargaining participants and each service increment for bargaining
participants.

4
Per capita claims cost increased 5.8% (8.2% pre-65, 5.2% post-65) versus expected increase of 6.0%. Expected Medicare Part D
reimbursement for eligible retirees decreased 4.0% versus expected increase of 6.0%, increasing costs by $0.8 million. Also reflects
1.0% increase versus 6.0% expected increase in PSCo retiree premiums due to bargaining contract methodology ($0.5 million
increasse).

® December 31, 2016 discount rates assumed to be equal to the discount rates from Willis Towers Watson BOND:Link model results as
of October 31, 2016 plus 25 basis points for approximate month to date rate movement in November. Bond model excludes
collateralized bonds.

® Estimate assumes year-end asset values equal estimated November 18, 2016 values for pension and October 31, 2016 values with
adjustments for two months of estimated disbursements and contributions for VEBA, which produce full year 2016 returns of
approximately 5% for pension and 5% for VEBA. VEBA asset performance also includes impact of lower than expected benefit
payments, which increases the estimated year-end asset value and decreases estimated 2017 benefit cost.

" Includes 2017 anticipated settlement charge of $1.4 million related to expected payments of $3.0 million.

8 |mpact of updated participant status and compensation data through November 30, 2018, final benefit payment experience, and the

transfer of participants between XEPP and NCE.
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Results Exhibits
Benefit cost results are summarized by legal entity and presented in the attached exhibits as follows:
ExhibitI:  Benefit Cost Estimates — Qualified Pension Plans
Exhibit 1. Benefit Cost Estimates — Nonqualified Pension Plans
Exhibit II:  Benefit Cost Estimates — Retiree Medical and Life Insurance Plan

Exhibit IV: Liabilities — LTD and Workers Compensation

Exhibit V:  Claims and Expenses — LTD and Workers Compensation
Exhibit VI: Benefit Cost Estimates — LTD and Workers Compensation
Exhibit VIl: Benefit Cost Reconciliation Details — Qualified Pension Plans

Plans Valued

The attached exhibits include results for the following employee benefit plans maintained by Xcel Energy Inc.
(Xcel Energy):

m Xcel Energy Pension Plan
m Xcel Energy Inc. Nonbargaining Pension Plan (South) [NCE Nonbargaining Plan]
w New Century Energies Inc. Retirement Plan for SPS Bargaining Unit Employees and Former
Nonbargaining Unit Employees [SPS Bargaining Plan]
m New Century Energies Inc. Retirement Plan for PSCo Bargaining Unit Employees and Former
Nonbargaining Unit Employees [PSCo Bargaining Plan]
m  Xcel Energy Nonqualified Defined Benefit Plan, including:
- Xcel Energy SERP
- SPS SERP
Employment Agreements
- Fort St. Vrain Nuclear Operations Personnel Plan
- NMC SERP Part A
m Xcel Energy Retiree Medical and Life Insurance Plan (including Executive Life Insurance)
m Xcel Energy Workers’ Compensation
m Xcel Energy Long-Term Disability (LTD) Income

DATA, ASSUMPTIONS, METHODS AND PLAN PROVISIONS

The fiscal 2017 costs and estimated 2018-2022 costs reflect the following data, assumptions, methods and
plan provisions:

Data

Results for 2017-2022 are based on participant data as of January 1, 2016 projected to the end of the year
based on status, compensation and benefit changes through November 30, 2016, known retirements for
December 2016, and benefit distributions related to the 2016 deferred vested participant lump sum offering.
Actual new entrants through November 30, 2016 and expected new entrants through December 31, 2016 are
inciuded.

Willis Towers Watson Page 3of 7
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Willis Towers Watson luli"I" Il Febitary B, 2017
Economic Assumptions

The key assumptions used to determine the actual 2017 and estimated 2018 - 2022 benefit cost results are
provided below. The assumptions used to calculate the cost under the aggregate funding method are the same
as used to prepare the ASC 715 resuilts, except as noted. Actual asset returns are assumed to equal the
expected return on assets assumptions throughout the forecast period. The following primary economic
assumptions were used to prepare the results:

2017 Estimate

2016 Cost (December 6, 2016) _ 2017 Cost

Discount Rate — ASC 715

-~ Xcel Energy Pension Plan 4.64% 4.06% 4.11%
—  NCE Nonbargaining Pension Plan 4.48% 3.85% 3.97%
-~ SPS Bargaining Pension Plan 4.73% 4.21% 4.25%
- PSCo Bargaining Pension Plan 4.71% 4.16% 4.21%
- Nongualified Pension Plan 4.34% 3.86% 3.99%
-~ Retiree Medical and Life Insurance Plan 4.65% 4.05% 4.13%
-~ Workers Compensation and LTD 4.39% 3.84% 3.95%
Expected Return on Assets Assumption — Pension
—  Xcel Energy Pension Plan 7.10% 7.10% 7.10%
- NCE Nonbargaining Pension Plan 6.90% 6.90% 6.90%
—  SPS Bargaining Pension Plan 6.75% 6.75% 6.75%
- PSCo Bargaining Pension Plan 6.50% 6.50% 6.50%
—  Weighted Average Expected Return 6.87% 6.87% 6.87%
Expected Return on Assets Assumption — VEBA 5.80% 5.80% 5.80%
Discount Rate — Aggregate Cost ; 7.10% 7.10% 7.10%
Salary Scale 4.00% 3.75% 3.75%
Initial Medical Trend 6.00% 5.50% 5.50%
Ultimate Medical Trend 4.50% 4.50% 4.50%
Year Ultimate Trend is Reached 2019 2019 2019

m The interest rate for converting lump sums to annuities and annuities to lump sums was updated from
4.25% to 4.00% in all years. The pre-PPA lump sum conversion interest rate was updated from 3.25% to
3.00%.

m The interest crediting rate for the 5% cash balance formula was updated form 3.25% to 3.00%. The
interest crediting rate for the Retirement Spending Account was updated from 1.50% to 1.75%.

m The HRA trend assumption remains at 2.0%.

Willis Towers Watson Page4of 7



Attachment RRS-2
Hearing Exhibit 112
Page 5 of 18

Willis Towers Watson el "I*fufl M. Richard R. gc;r;g?,;

Pension Contributions

The forecasts reflect actual 2017 contributions of $150 million made on January 3, 2017 and planned
contributions provided by Xcel Energy for 2018 through 2022. The table below summarizes the amounts
assigned to each plan over the forecast period:

Year
2017 2018 2019 2020 2021 2022
Xcel Energy Pension Plan $ 1100 $ 110.0 $ 950 $ 95.0 $ 80.0 $ 450
NCE Nonbargaining Plan 10.0 10.0 20.0 20.0 15.0 15.0
SPS Bargaining Plan 20.0 15.0 15.0 10.0 10.0 7.0
PSCo Bargaining Plan 10.0 15.0 20.0 25.0 45.0 83.0
Total Contribution $ 150.0 $ 150.0 $ 150.0 $ 150.0 $ 150.0 $ 150.0

@ Contributions in 2018 and beyond are assumed to be paid on January 154 and assigned to the prior plan
year.

Demographic Assumptions

m Participant counts from January 1, 2016 were adjusted for actual new entrant counts through November
30, 2016, expected new entrants through December 31, 2016, terminations/retirements, and benefit
distributions related to the 2016 deferred vested participant lump sum offering as described above under
Data. No additional changes in headcount levels are assumed.

m The career average salary scale assumption decreased from 4.00% to 3.75%.

m Mortality assumption reflects additional data through 2014 which generally lowered the rate of mortality
improvements

Retiree Medical and Life Insurance Plan - Effects of Health Care Reform

s Our estimates continue to assume the same effects as noted in our 2016 ASC 715 cost report dated
April, 2016.

Plan Changes
PPA “greater-of’ was extended for NSP bargaining terminations and retirements prior to December 31, 2019

All other plan provisions remain the same as provided in our 2016 benefit cost reports dated April 27, 2016.

Willis Towers Watson Page 50f 7
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ACTUARIAL CERTIFICATION

As requested by Xcel Energy Inc., this report provides results of the actuarial valuations of the Xcel Energy
Inc. employee benefit plans indicated above. This report should not be used for other purposes, distributed to
others outside Xcel Energy Inc. or relied upon by any other person without prior written consent from Towers
Watson Delaware Inc. Except where we expressly agree in writing, this report should not be disclosed or
provided to any third party, other than as provided below. In the absence of such consent and an express
assumption of responsibility, no responsibility whatsoever is accepted by us for any consequences arising
from any third party relying on this report or any advice relating to its contents.

Xcel Energy Inc. may make a copy of this report available to auditors or appropriate governmental agencies
of the plan or the plan sponsor, but we make no representation as to the suitability of this report for any
purpose other than that for which it was originally provided and accept no responsibility or liability to the
auditors in this regard. Xcel Energy Inc. should draw the provisions of this paragraph to the attention of the
auditors or appropriate governmental agencies when providing this report to them.

In preparing this valuation, we have relied upon information and data provided to us by Xcel Energy Inc. and
other persons or organizations designated by Xcel Energy Inc. An audit of the financial and participant data
provided was not performed, but we have checked the data for reasonableness as appropriate based on the
purpose of the valuation. The results presented in this report are directly dependent upon the accuracy and
completeness of the underlying data and information. Any material inaccuracy in the data, assets, plan
provisions or other information provided to us may have produced results that are not suitable for the
purposes of this report and such inaccuracies, as corrected by Xcel Energy Inc., may produce materially
different results that could require that a revised report be issued.

This valuation reflects our understanding of the relevant provisions of the Pension Protection Act of 2006.
The IRS has yet to issue final guidance with respect to certain aspects of this law. It is possible that such
guidance may conflict with our understanding of the law and could therefore affect results shown in this
report.

The results summarized in this report involve actuarial calculations that require assumptions about future
events. We believe the assumptions and methods used in this report are reasonable and appropriate for the
purposes for which they have been used. In our opinion, all methods, assumptions and calculations are in
accordance with requirements of the Internal Revenue Code and ERISA, and the applicable financial
accounting standards, including ASC 712 and 715 and the procedures followed and presentation of results
are in conformity with generally accepted actuarial principles and practices.

Assumptions for determining benefit cost results were selected by Xcel Energy Inc. Xcel Energy Inc. uses the
standards set out in ASC 715 to calculate pension cost for each plan in total; pension cost for the subsidiaries
is calculated based on plan assets allocated to each subsidiary in proportion to the PBO for each subsidiary.
Beginning in fiscal 2010, Discontinued Operations is allocated assets in proportion to its PBO, similar to
nondiscontinued operations. The gain/(loss) amortization is allocated to each subsidiary in proportion to the
gain/(loss) balance for each subsidiary (excluding deferred asset gains and losses). This methodology is
consistent with former NSP’s methodology since 1998 and has been applied to the former NCE pension plans
since January 1, 2001. A similar methodology is used for the ASC 715 costs for the Retiree Medical and Life
Plan, except separate asset accounts are used for each subsidiary.

Except as otherwise provided herein, the results presented are based on the data, assumptions, methods
and plan provisions outlined in the actuarial valuation reports to determine accounting requirements for the
plan for the plan year ending December 31, 2017 and beginning January 1, 2017 to be delivered in the next
few weeks. Therefore, the descriptions of the data, assumptions, methods, plan provisions and limitations of
the valuation and its use should be considered part of this letter report.
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The undersigned consultants with actuarial credentials meet the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinions contained herein. Our objectivity is not impaired by
any relationship between the Xcel Energy Inc. and our employer, Towers Watson Delaware Inc., a subsidiary
of Willis Towers Watson PLC.

NEXT STEPS

If you have any questions or would like to discuss, please contact Jim at 952-842-6354 or Mark at
952-842-6445.

Sincerely,

) JW Wé@g — W A b I
James W. Shaddy, ASA Mark A. Afdahl, FSA
Consulting Actuary Consulting Actuary

cc.  Todd Degrugillier, Xcel Energy Inc. Brian Van Abel, Xcel Energy Inc.
Darla Figoli, Xcel Energy Inc. Greg Zick, Xce! Energy Inc.
Levi Glines, Xcel Energy Inc. Ross Athman, Willis Towers Watson
Kris Lindemann, Xcel Energy inc. Mark Bilderback, Willis Towers Watson
Ruth Lowenthal, Xcel Energy Inc. Beth Fernandez, Willis Towers Watson
Garret Mikrut, Xcel Energy Inc. Kristoff Hendrickson, Willis Towers Watson
Jill Reed, Xcel Energy Inc. Scott Lund, Willis Towers Watson
Debbie Robin, Xcel Energy Inc. Tyler Tanck, Willis Towers Watson

Jeff Savage, Xcel Energy Inc.

Willis Towers Watson Page 7of 7
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Attachment RRS-2
Hearing Exhibit 112
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